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ABSTBACT 

A possible analysis of the functions of the 
university is that it is both a cultural and an institutional 
function. The cultural function centers on the pursuit of meaning^ 
the institutional function on the acguisition of the material 
resources needed for this pursuit. Moreover^ a great many future 
possibilities are open to the university once it is realized that its 
cultural function is not limited to the pursuit of knowledge but 
encompasses the full range of meaning. On the basis of this analysis^ 
current developments in the university can be interpreted. Teaching 
and research contribute to both these functions^ and this gives rise 
to an enduring tension in the university.> This tension is not likely 
to be dissolved by tl ^ elimination of either the cultural or the 
institutional function^ nor is the performance of the institutional 
function likely to be effortless in the foreseeable future. Even 
though some aspects of this tension will be reduced :?iy the growth of 
alternate forms of postsecondary education ^ coping with functional 
tension^ especially in the activities of teaching and research^ will 
continue to be a necessary task for those engaged in university work. 
(Author) 
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FUNCTIQKAL TENSIONS IN THE UNIVERSITY 
Abstract 

An analysis of the functions of ttie mlversi y Is a necessary step In 
evaluating certain current practices In the university. The traditional 
description of the university as an Inst+tutlon whose function la teaching 
and research Is Inadequate, especlaUj when Joined to the claim that these 
functions revolve around the pursuit of knowledge. A more satisfactory f or- 
jrulatlon Is to state that the university has both a cultural and an In- 
stitutional function. The cultural function centers on the pursuit of msanlng, 
the Institutional function on the acquisition of the material fssources needed 
for this pursuit. Moreover a great many future possibilities are open to the 
university once It Is r*allzed that its cultural function Is not limited to 
the pursuit of Imowledge, but encompasses the full range of meaning. 

On the basle c-f this &i.ay8ls, current developments in the university 
can be Interpreted. Teaching and research contribute to both these functions, 
and this gives rise to an enduring tension in the university. This tension 
is not likely to be dissolved by the elimination of either the cultural or 
the institutional function, nor is the performance of the institutional 
function likely t- be effortless in the .foreseeable future. Even though 
some aspects of this tension will be reduced by the growth of alternate forms 
of postsecondary education, coping with functional tension, especially in 
the activities of tetchlng and research, will continue to be a necessary 
task for those engaged in university work. 
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Tradltlonally the functions of the university have been described as 
teaching and research,. In the stimdard formulation the university Is stated 
to be an institution committed to the pursuit and conmunicatlon of knowledge 
through teaching and research. Hovever contemporary developments in the 
university challenge the continued adequacy of analyzing its functions in 
this way. 

With the appearance of external degree programs and certification of. 
life experiences, the place of teaching in higher education is no longer 
clear. Even in institutions that follow more traditional procedures the 
Importance of ?:eaching is suspect when the positions of top academic status 
are awarded largely on the basis of performance in research and when the 
occupants of such positions are required to do little teaching and perhaps 
then only in graduate seminars which demand no special preparation. This 
anomaly, that the more successful a university teacher is the less teaching 
required, is replicated by another anomaly, that the students who are moat 
difficult to teach, the undergraduates, are asolgned to the least experienced 
teachers, the teaching assistants. On the other hand, the Importance of 
research is challenged by the existence in the university of academic depart- 
ments which cater almost exclusively to certification needs. The role of 
research Is also made questionable when in response to budgetary constraints 
faculty productivity Is measured by the student-credit hours a course 
generates. Marketability rather than scholarly advancement then becomes the 
criterion for faculty retention and program development. Also the triviality 
of some published research inakes it difficult to cIc^.Ib this as a function 
of the university. 

A different challenge to the traditional functions of the unvierslty is 
posed by some suggested reforms of the university, especially those that were 
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heard during the years of student unrest In the late 6Q8 and early 70a 
and vhich. reappear whenever there is reason to notice the scholarly iso- 
lation and neutrality of Lhe university. The demand that the university be- 
come politically active or that the university protect the rights of its 
various constituencies or that the university become a place for the formation 
of community, all of these are demands that the university address itself to 
functions that go beyond teaching and research. 

These challenges to the traditional functions of the university suggest 
the timeliness of returning to the question, what are the functions of the 
university. Until that question is settled, evaluations of current de- 
velopments in the university lack a firm achorage. Holding to the traditional 
functions of teaching and research can either prevent the university from 
investigating innovative futures or it can protect the university from 
meretricious solutions to its cttrrent problems. What is the obligation of 
faculty to teach courses that are limited in their scope and pedestrian 
in their sophistication? At what point does marketability become dys^ 
functional as a criterion for either research or teaching? Should research 
dominate the m>rk of the university and the task of advancing the populace 
to levels of learning increasingly beyond literarcy be relegated to the 
community colleges? A necessary step in answering these and like questions 
involves determining the functions of the university. 

FUNCTIONAL ANALYSIS OF THE UNIVERSITY 
Analyzing the functions of an Institution such as a university involves 
explaining the contributions that the recurring activities of the institution 
make to the development or maintenance of the system within which the 
Institution operates. In explaining the logical characteristics of functional 
analysis Carl G. Hempel (1959, p. 278) state^^^ ^'functional analysis seeks to 
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understand a behavior pattern or a sociocultural institution by determining 
the role it plays in keeping the given systan in proper working order or 
maintaining it as a goitig concern." A functional analysis thus examinee three 
different items: a set of activities, a system within which the activities 
take place, and some need of the system which is satisfied by the activities 
in question so that the system remains in adequate or effective or proper 
working order. Hence the question, what are the functions of the university. 
Is Incomplete and cannot be answered in that form. The functions of the 
university are relative to so«e system within which the activltias of the 
university have effects. Thus before doing a functional analysis of the 
university a system within which the universitv operates must be specified. 

The two most llke.Ty candidates for the systemic location of the 
university are the life-experience ?f an individual and the society which 
supports the university. But both of these choices seem to render a 
functional analysis of the university inescapably arbitrary since an in- 
divi;dual or a society can present a great variety of needs to be satisfied 
by the activities of the university. For an individual the university can 
function as a source of entertainment or as place to take walks or as a 
dating bureau. For a society the university can function as a sorting device 
for the allocation of social roles or as an instrument for raising property 
values in a particular locale. Clearly, given the proper circumstances both 
Individuals and society can discover functions in the activities of the 
university that seem quite peculiar and extraneous to the work of the uni- 
versity. But the very suggestion that some functions attributable to the 
university might be peculiar and extraneous suggests that a functional 
analysis of the university is not completely arbitrary. The problem is to 
ground the analysis In such a way that the functions assigned to the uni- 
versity can be judged to be more or less harmonious with its Institutional 



character while at the same time recognising that the university Is an 
artificial creation without a natural teleology. 

THE ENVIROIMEIJT OF THE UNWiRSITY 
Consider the human heart* No logical necessity compels us to speak 
only of the hearths function In the body. Still without further explanatlcia 
there is not much sense in asking^ what la the function of the heart with 
reference to Philadelphia • The functions attributed to the heart are ilimited 
in two ways. Firsts unless the heart is found Within the environment pro«-> 
vlded by a living body it is riot doing much of anything. Secondly, the^ 
heart is capable of performing only certain types of activities. Both the 
environmental requirements for the heart to be active and the constraints 
Imposed by its capabilities limit the functional uses of the heart. This, 
suggests that the environment the university needs for its activities and 
its suitability for certain activities will, if not strictly limit, at least 
discriminate among the functions that an individual or a society assigns to 
the university. 

What than is the environment that makes possible the activities of the 
university? ^ong the recurrent activities of the university ar^ those 
classified as intellectual performances: explaining]^ proving^ reme^erli:g» 
organizing, speculating^ arguing* inqtilrlng, etc. These are not the only 
activities of the university since the university also, among other thi js, 
owns property, houses students, and purchases material goods. Nor are these 
activities unique to the university since other institutions sponsor in- 
tellectual performances. Rather the point here is that a university without 
intellectual activities is either inconceivable or a Jokis. Hence the en- 
vironment necessary for the activities of the university must be an environ- 



nent that, whatever else It does, makes possible Intellectual performance. 
Such an environment contains many features, among them the social Instltu-* 
tlons that favor reasoned discourse and a value system which associates 
Intellectual activity with human excellence. But the fundamentally necessary 
condition for Intellectual activities is meaning. Intellectual, activities 
are, first of all, symbol-using and symbol-making processes. The symbols 
used in Intellectual activities stand for something other than themselves 
and in that sense they have meaning. The dependency of Intellectual 
activities on symbolizatlon thus makes meaning a necessary environment for 
at least these activities of the university, A second way in which meaning 
is necessary for the university derives from understanding 'meaning' as that 
is significant. According to this accotant "the meaning of anything is said 
to have been grasped ^en it has been understood as related to other things 
or as having a place in some system as a whole," (Qgden and Richards, 1946) 
The activities of explaining, demonstrating, organizing, and Inquiring 
relate to meaning in this sense because they seek to attribute meaning to 
something or presuppose that something has meaning because of its conse-* 
quences within a particular system. In both these ways whe xmiversity 
depends ca meaning much as economic institutions depend on the exchange of 
goods and political institutions on the exercise of authority. 

This dependence of the taoiivarsity on meaning is implied in referring 
to the university as a cultural institution. One way of understanding 
culture is to view it as a system of meaning, "Such, for escample^ is the 
approach that Talcott Parsons (1973, p. 12) takes in his general theory of 
action: "Culture consists in codified systems of meaningful symbols and 
those aspects of action directly oriented to problems of the meaningfulness: 

of such symbols," Other in¥titutions besides the university deal with the^^^^^ 
problem of meaning* But the relationship of the university to meantog^^w 
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appear to differ from that of a church or theatre or museum. Determining 
this difference provides a basis for discriminating among the functions that 
can be assigned to the university: some functions relate to the activities 
which are distinctive of the university vls-a-vls other cultural Institutions, 

THE DISTINGUISHING ACTIVITIES OP THE UNIVERSITY 
The relationship of the university to meaning can be characterized in 
four different ways: the type of meaning on which the university focuses, 
the level at which the university apprcsaches meaning^ the manner in which 
the university pursues meaning, a^d that wixich the university does with 
the meaning it attains. 

The first of these, the type of meaning, is the ustial basis for dis- 
tinguishing the university from other cultural institutions. Thus the 
university is said to pursue knowledge through empirical research or 
objective inquiry or scientific investigation. But not only does such a 
characterization preclude the university from pursuing forms of inquiry 
that are not strictly cognitive, it also confuses^ the contemporary version 
of the university with necessary features of the university as such. In the 
past the university has sometimes served as handmaiden to the church and 
conscience to the king. These roles may be eschewed by the contemporary 
American university simply because of its temporal location in a society 
which places a high premium on cognitive pursuits. Rationality happens to 
be important for productive and profitable economic activity, and the 
extension of knowledge generates new possibilities for rational action. It- 
economic pursuits are important enough to a society for it to place a 
premium on competence, l,e,, on the ability to make choices based on know- 
ledge, then the cognitive dimension of culture will be the cultural component 
that receives the most emphasis. But given a society in which, religious 



ortentattcna or mpral concerns are dominant, the insitutlona of higher learning 
could well focus on cultural components other than scientific knowledge and 
propoaltlona of cognitive aigntflcance. 

This is ar. important point when evaliiatdng suggested reforms of the 
university. If the present cognitive focus of the university is neces- 
sary to the university's identity as a cultural institution, then efforts 
to make the university a therapeutic community or a moral force in society 
must be denied. As long as the university remains Isolated from other 
cultural concerns by its commitment to cognitive pursuits the respon- 
sibility devolves upon the students for protesting the seriously ob- 
jectiona^^le practices of society and for shaping a personal environment 
which is congenial to human existence. But if an institution of higher 
learning can pursue religious, moral, and expressrive concerns and still 
preserve its identity, if a university can remain a university while 
embracing forma of Inquiry that do not center on empirical research and 
scientific objectivity, then the university is free to explore a great 
many innovative futures. The present model of university work then be- 
comes a temporal accident and not a logical necessity. However this 
implies that the university cannot be distingtiished from other cultural 
institutions by the type of meaning on Miilch it focuses, 

A more satisfactory way to distinguish the university from othe^ 
cultural institutions is first, by thie level on which it approaches meaning. 
The description of the university as an institution of higher learning is 
an acknowledgement that only certain levels of meaning are interesting to 
the tuiversity. The university pursties meanings that are important be- 
cause they are strategically located within the general schemes that 
organize thought and inquiry, either completing, the frames of reference 
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wlthto ^feich anything becomes significant or recasting those frames of 
reference. In pursuing these meanings the university expands the area 
of meaningful discourse and liberates Inquiry from Its present limitations. 
As a cultural Institution the university engages In activities that extend 
the very possibilities^ of meaning Itself and In this way the university pro- 
motes the developing history of meanings 

The inanner In which the university pursues meaning further distinguishes 
it from other cultural institutions. The university seeks a compelling 
expression of meaning, compelling not because of the ritual surrounding it 
or the force of authority imposing It but because of the competence of the 
inquiry that generated the meaning. To guarantee this competence the uni- 
versity conducts the pursuit of meaning as a public activity which is guided 
by the canons of Inquiry that have been estabUshed by the scholarly com- 
munity, la this way the university attempts to certify the meanings it 
expresses as being the result of the best available scholarship and to that 
extent trustworthy, 

A final distinguishing characteristic of the university as a cultural 
Institution is its coigmitment to a widespread dlssemi.natlon of those 
meanings which it has certified. In this the university differs from re- 
search institutes which are like the university in that they too extend and 
certify meaning. However no other institution of higher learning addresses 
as wide a public as the university^ a public which includes those seeking 
either the substance or certification of advanced learnings those preparing 
for professional practice, those who will act as intellectuals in society, 
those who are responsible for governmental and corporate policies, those 
who will work as scholars, lii short, the university is a teaching in- 
stitution, even though it communicates ineaning to the public In ways other^ ^ 
than teaching. Also not every act of communication has as its content tho 
meanings which are of special interest to the unlversl^ pre- 



paration ifl needed before the meanings which have been recently certified 
can he apprehended. But in widely communicating the meanings that it has 
secured and certified the university diattnguishea itself aa a cultural 
Institution that teaclies.. 

THE CULTURAL AND INSTITUTIONAL FUNCTIONS OF THE UNIVERSITY 
These characteristics of the university mark out its capabilitiea as 
a cultural institution. The university relates to meaning by extending, 
certifying, and communicating it. These are the distinguishing activities 
of the university and along with the environment that makes them possible, 
they place constraints on the functions that can be assigned to the uni- 
versity by ax. individual or by a society. If the university is to continue 
the activities that distinguish it as a cultural institution, then the 
functional needs to which the university responds cannot be such as to 
inhibit the extension, certification, and communication of meaning. Ad- 
mittedly this is a very weak constraint because it rests on a hypothetical 
condition. Good reasons can be found to Justify a society^s support of an 
institution that relates to meaning as the "Jniversity does. But against a 
functional assignment that results In altering the university's relation to 
meaning there ie little point In objecting to it for that reason alone. No 
absolute need dictates that the university must maintain its distinguishing 

activities. ^ 

A better course of action Is to use the distinctive capabilities of the 
university as a basis .for discriminating among the functions assigned to the 
university. In general the functional needs for which the university is a 
fit Instrument of response are those that relate to cultural interests and 
concerns. Under certain conditions the good operating condition of an in- • 
dividual or society depends on special attention to culture. For example, 
if the meaning accumulated by a society has become so vast that it stands 
in danger of being lost » then the need exists for devices that codify and . 
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organize meaning* Or If traditional meanings are no Ipnger serviceable In 
an Individual's attempt to cope vlth the problems he faces* then a need 
exists for locating new meanings* But vhatever the conditions that generate 
a need for explicit attention to culture* the university constitutes a 
response to the problem of institutionalizing cultural Interests and con- 
cerns and articulating these Into the life of an Individual and Into society* 
This might be called the cultural ftsncclcn of the university since In re- 
spondl'sg to the need for the extension* certification* and communication 
of meanli the university is Identified as a type of cultural Institution* 
Other functional requirements relating to cultural Interests and con- 
cerns are sritlsfled by the university not so much because It Is a cultural 
Instltutlcu as because It la an Institution* The need for the extension* 
certltZcatlon* and communication of meaning could be satisfied In a variety 
of ways* but an efficient arrangement of doing this Is provided by the In- 
stitutional form of the university* Ministering to the cultural needs of 
society or Individuals does not In Itself provide the material resources 
that make either the accomplishment of this task possible or that sustain 
those who are engaged In It* The people who work on the problems of meaning 
have their own need for material comfort and social status* Moreover their 
«iork Is facilitated by arrangements that bring them In contact with others 
who are similarly engaged* They also stand In need of Institutional pro- 
tection since their work may not be Immediately productive and may produce 
results that are disturbing to society* The institutional form of the uni- 
versity addresses all of these problems* It provides a setting In which 



p schx^lars find occupational roles* social status* material suqiport for their 



1^; work* access to colleagues* and protection for work that will bear either 

iii dls*^nt or controversial fruit* Making all this possible mtlght be called : 5::;^ 



pll tEa Institutional functio^^ In performing this function ^..y^ 

' ' ^di0;uiiiv«slty also.;«ddws«s^:cultural^li^ 



directly by providing the arrangements that facilitate the pursuit of 
meaning. 

JUNCTIONAL TENSION IN THE UNr/ERSITY 
Some of the contemporary tensions In the university and anomalies In 
Its practices can be explained by the Interplay of the cultural and In-* 
stltutlonal functions. Some activities of the university contribute to 
both tliese functions. Teaching, for e:campl2» Is a way of communicating 
meaning and also a way of commanding the material resources needed by the 
university, A3 a basis for charging tuition and demanding public subsidy 
teaching contributes to the Institutional function of the diversity. But 
as a way in which the university communicates meaning teaching shares In 
the cultiural Identity of the university. Research has the same dual per- 
sonality. On the one hand research is the extension and certification cf 
meaning, hence a cultural pursuit. On the other hand research that addresses 
particular social, economic, or political concerns provides a basis for 
requesting material support for the researcher and the university. The 
schizophrenic character of teaching and research makes them Inadequate ex*- 
pressions of the functions of the university. Rather the university has a 
cultural and an Institutional function to each of which teaching and re*- 
search contribute. Tension arises when teaching and research seem to be 
properly located for the Integrity of the university in its cultural 
function but seem to be most serviceable for the survival of the uni- 
versity when contributing to Its Institutional function. In each of these 
locations different criteria are used to evaluate teaching and research. 
As related to the pursuit of meaning the Judgment passed on teaching and 
research focuses on what these activities are in themselves. But as related 
to tba a£4tflsition of material resources i e Judgment bears on how veU theae^^ 
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activities fulfill the instrimental purposes to which they are subordinated* 

This functional tension Is not easily resolved* The distinctive 
Identity of the university as a culttiral Institution depends on the con- 
tribution that teaching and research make to the cultural function. More- 
over the Intrinsic worth of teaching and research Is most completely realized 
when these activities participate In the cultural function of the univer- 
8lty« Research is most free and teaching most e^iucational when they are not 
dominated by extrinsic purposes but are focused on the purstjit of meaning. 
And yet while a world is imaginable in which the university would not have to 
rely on research, and teaching to obtain material support and in which 
neither individuals nor society would subvert these activities to strictly 
utilitarian purposes, that world is not a realistic possibility. The most 
perstasive reason the university has to Justify its demands for material 
support is its service to those cultural concerns that are keenly felt by 
individuals and society. Research can b*» very useful^ and often is most 
apparently useful » when it does not generate the kind of meaning that is of 
primary interest to the university, likewise teaching that, is mostly passing 
on of information and training in skills is easily defended because of its 
usefulness to a variety of individual and societal needs, even though st::h 
teaching would not communicate the kind of meaning the university explores 
in its cultural function. When contributing to the institutional function 
of the university the standards used to Judge teaching and research are those 
that measure its. marketability. Good research no matter how trivial* is 
research that is published or that leads to grants and consultantships. Good 
teaching is teaching that produces consumer satisfaction or that generates 
a high number of student-credit hours. Thus the institutional function of 
the university emphastzea those varieties of teaching and research that are 
clearly seen by individuals and society to be of use to their own purposes. 



RESPONSE TO FUNCTIONAL TENSION 

There are two ways of dealing with this functional tension In the university 
First It can be dissolved either by eliminating one of the functions or by making 
Its performance so effortless that its demands are no longer problematic. Fallir 
that, the only other recourse Is to cope with the tension by balancing off the 
demands posed by each function. 

Dissolving the functional tension by eliminating the cultural function 
of the university is not a viable option since fulfilling that function 
gives the university its distinguishing identity as a cultxiral institution* 
Moreover the problems Involved in perforro.lng this function do not at the 
moment seem to derive from intellectual stiignatlon. Given the proper re- 
sources the cultural life of the present dty Anerican university seems 
vital enough. Thus dissolving the functional tension in the university 
seems to be a task focused on the institutional function. Here again it does 
not seem opportune to eliminate thl8 function since the institutional form 
of the university still seems serviceable as an aid to extending, certifying, 
and communicating meaning. Hence the only realistic posalblllty for dis- 
solving functional tension in the laniverslty Is to render performance of the 
institutional function effortless. In fact, this is one way of describing 
the good administrator: he or she is a person who so succeasfully addresses 
the Institutional function of the university that it is he, j:; perceived as 
problematic and never challenges the cultural function. But recalcitrant 
governmental bodies and a public interested in a return on its Investment in 
higher education make it unlikely that very many administrators will be 
successful in this way. , ' 

Th.ua coping with functional tension appears to be the prospect that 
faces most of those Involved in university work. Coping^ first of all, 
means: recognizing tliat the characteristic activities of the university 
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address more than one functional requlremei.' . Coping further entails ad- 
judicating among the demands of the cultural and Institutional functions so 
that neither Is seriously neglected. None of this promises to be an easy 
task) especially since the teaching faculty and the administration assume 
primary resp visibility for different functions: the faculty for the cultural 
function and the administration for the Instltutiotial function. Coping with 
functional tension often comes to mean the faculty coping with the admins tr a- 
tlon and vice versa. 

Ab a final note to this analysis, let us consider some of the Instances 
in which functional tension currently appears in the university. There is, 
firsts the anomaly mentioned at the outset that the more successful a teacher 
becomes the less teaching required. Tbere is as well the reticence of 
established faculty to meet with large classes of undergraduates. Both of 
these practices can be Justified as appropriate responses to the cultural 
function of the university. Not all teaching sponsored by the university 
addresses the cultural function. Some courses are strictly utilitarian in 
their purposes: the students are purchasing credits as an investment in later 
social benefits and the teacher is justifying the budget allotted to the 
department. To those who have achieved eminence in extending and certifying 
meaning teaching such courses may Indeed seem like an abdication of their pro- 
fessional calling. 

Even though the cultural function can be used to justify neglect of 
some forms of teaching, this argument must be qiialified in two ways. Firsts 
the cultxural function of the university can also be used to criticize professors 
whose scholarly vork is hurt by n^lect of teaching. A criticism of this form 
looks at teaching in much the same way as Thorstein Veblen (1975, p. 12) who 
wrote, "The irork of teaching properly belongs in the university only because and 
in so far as it incites and facilitated the university man's work of Inquiry." 
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Secondly 9 xsider present circumstances no professor has a right to completely 
Ignore the Institutional function of the un±yerst.ty, especially vheii such a 
professor is a very ^pensive faculty member • However teaching large under-* 
graduate classes Is not the only way in which the obligation to participate 
in the Institutional function can be met. The professor might also be able 
to secure Independent funding for research or the fame of the professor's 
work might be a valuable visual aid In the administration's appeal for 
alumni support. The point here is that though at times neglect of teaching 
can be justified, it is still Incanbent upon a faculty member to contribute 
in some way to the univer£?ity's Institutional function, 

A further note hi^r-^. is that the creation of community colleges 
softens this conflict between the cultural ard the institutional function. 
With alternate forms of postsecondary education available to high school 
graduates the university is freer to concentrate on that style of teaching 
which is congenial to its cultural function. This further differentiation of 
postsecondary education allows the university to define more narrowly the 
type of meaning it wishes to communicate, thus enabling the university to 
identify more completely its teaching activities with the cultural function, 

A second area in \rfiich there is need to cope with functional tension is 
the research sponsored by the university. Some research is profitable for the 
tiniversity even lehough it does not advance the history of meaning. Selecting 
research on the basis of its monetary return runs the risk of neglecting im- 
portant forms of inquiry which do not promise financial gain. If government and 
industry are able to command the time and energies of the scholarly community 
the account of meaning offered by the university is liketly to be skewed by 
political and economic utility. In that case the cultural function suffers 
because of solicitude for the institutional function. The matter is even more 
serious ^en it is the individual professor rather tha« the universl^^^^^ 
profits i'^m timely- research .which-^;generates.TenM^ 
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Such a professor uses the office at the university to conduct a personal cmpaign for 
improved social and financial status but addresses neither the cultural nor the 
institutional function of the imlverslty. 

The. tension between the cultural and the institutional function will most 
certainly endure. Various and in some ways incompatible demands will be placed 
on the activities of teaching and research. The line between justifiable 
emphasis on one function and neglect of the other is difficult to trace. The 
responsibility for marking that line belongs to all who work in the university. 
In response to urging by the adminstration to pursue grants and to devise 
marketable programs of instruction, and in the face of attractive enticaaents 
from the business and political community , the individual scholar is respon*- 
sible for protecting the cultural function from the encroachment of other 
interests* The extension » certification, and communication of meaning must 
take place according to its own logic. Likewise faced with the propensity of 
the faculty to luxuriate in the groi'es of academe the administration must 
insist that the institutional function is also proper to the work of the uni- 
versity. The cultural interests of individuals and society must be attended to 
by trhe scholarly community. Tension in the university is much like tension in 
huEsan life: it can be a creative impulse or it can lead to neurosis. If the 
history of the American university is any indication, this functional tension 
has been beneficial. The demands of the institutional function have kept the 
university flexible and the demands of the cultural function have kept it solid. 
It appears that addressing both of these ftmctions is for the university a 
creative response to tension, 

19 
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Little Emphasis on Student Financial Needs 



Because there no longer appeared to be a need for 
increasing the applicant pool, the equity of heavily subsi- 
dized training for health professions whose members were 
virtually assured of high future incomes was opened to 
question for the first time. There was a growing feeling 
that a student receiving a subsidy in the form of a schol- 
arship or even a low interest loan (whatever his need) 
should repay the favor in dollars or service. This feeling 
was extended to capitation grants, which, because of their 
student-based formula and assimied relationship to tuition 
levels, were seen as individual rather than institutional 
aid. Thiis not only were the old need-based Health Pro- 
fessions scholarships and low- interest loans deprived of 
their link to the broader objective of increasing aggre- 
gate supply, they were seen by many as irrelevant or even 
contradictory to the new distributional goals. 

In addition, such programs had been only moderately 
effective in directing aid to financially needy students. 
While more students from low- income backgrounds benefitted 
from them, the dollar size of the individual loans and 
scholarships was low relative to the maxim^3m permissible 
awards. Scholarships were, in fact, larger in size for 
students from high- income groups and loans were equal 
across income class. However, in conjunction with recruit- 
ment policies. Health Professions loans and scholarships 
did appear to have helped lower financial barriers. Rela- 
tive to national family income distribution, the proportion 
of medical students from low- income backgrotmds increased 
25 percent between 1970-71 and 1974-75. Also relative to 
national income distribution, the proportion of medical 
students from families with incomes over $25,000 decreased 
28 percent. 

Special project grants appeared to have helped increase 
the proportions of groups previously discriminated against 
and were not seen as inequitable. However, these grants 
have been a minor factor in both health manpower education 
policy and the entire affirmative action effort, which is 
believed to be related much more directly to federal anti- 
discrimination legislation. 



CHAPTER II 



CURRENT STATUS OF FINANCIAL ASSISTANCE TO MOD STUDENTS 



Because of the growing dissatisfaction with Health 
Professions loans and scholarships, phaseouts had begun 
even before the current Congressional debate. Moreover, 
the new, larger scholarships granted in exchange for a 
service commitment concentrated available aid on fewer 
recipients and did not require a means test. Thus medical 
and other gradxiate level health professions students have 
been forced to rely on the Guaranteed Student Loan (GSL) 
program, which operates through the private lending market, 
and on Armed Forces scholarships which are also granted i.n 
exchange for service. 

While total aid from all sources has doubled in the 
last five years, its effect on individual students has been 
diminished by rising expenses and increasing enrollments. 
Nearly all growth in aid dollars has occurred in large 
service scholarships, which have gone more often to stu- 
dents from middle- and upper- income backgrounds than to 
those from lower- income families in comparison with their 
respective proportions of the medical student population. 

This chapter will describe aid available from HEW, 
other federal sources and nonfederal sources, and analyze 
data on levels and distribution of aid over the last five 
years . •'- 

Sources of Federal and Nonfederal Aid 

Student aid other than that from personal or family 
sources is generally classified by whether it is refundable 
(loans) or nonrefundable (scholarships and grants) . Of a 
current listing of eight kinds of loans available to medica. 
students (some but not all are available to osteopathic and 
dental students), three are federally funded or subsidized: 



1 1970-71 data are projected for 40,181 students in 101 
medical schools from 2.973 responses to 3.290 questionnaires 
in HEW's survey. H ow Medical Students Finance Their Educa- 
tion 1974-75 data are projected for 53,554 students xa 114 
SiHTcal schools from 7,261 responses to 23,233 questionnaires 
in a national student survey conducted by the Association of 
American Medical Colleges (AAMC) , similarly titled How Medica 
Stud ents Finance Their Education . While comparative data are 
available only for medical students, rough estimates of 
current aid and expenses will be made later in this paper 
for osteopathic and dental students. 
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the GSL and National Direct Student Loan (NDSL) programs, 
administered by the Office of Education (OE) in HEW, and 
the Health Professions loan program, administered by the 
Health Resources Administration (HRA) in HEW. Other loan 
sources include states, schools, the AMA Educational 
Research Foundation (ERF) , the Robert Wood Johnson Foun- 
dation (RWF) , and nonguaranteed bank loans. 

Of nine kinds of scholarships available, four are 
from federal sources: Armed Forces pay and scholarships 
for members attending school and three kinds of scholar- 
ships administered by HRA in HEW--Health Professions 
scholarships and service-oriented^PHS and Physician 
Shortage Area (PSA) scholarships.-^ Other scholarship 
sources are states, schools, and private foxmdations, 
including RWF. 

In 1974-75, federal programs accounted for 50 percent 
of a total $153 million in aid to medical students. Aid 
administered by HEW- HRA — the programs that will be affected 
by the current legislative debate — accoimted for 25 percent 
of the total. Table 1 supplies information on provisions 
of federal aid programs. 



Changing Levels of Aid From 1970-71 to 1974-75 

Table 2 shows total dollars, number of recipients, and 
dollars per student enrolled for each sotirce where compa- 
rable data were available. Total aid increased from $69 
million in 1970-71 to $153 million in 1974-75. But enroll- 
ment has increased by nearly 35 percent, so that when 
dollars per student enrolled are calculated, aid has actually 
risen by two- thirds, from $1,712 in 1970-71 to $2,868 in 
1974-75. Even if the estimated 6,400 students receiving 
$43 million in highly concentrated HEW-HRA and Armed Forces 
service scholarships are excluded, 1974-75 dollars per 
student are still $2,470, a 44 percent increase. 

Loans formerly accounted for 61 percent of all aid, or 
$41.8 million to 21,700 recipients, with $27 million in 
scholarships going to 19,000 recipients. Loans now accotint 
for 49 percent of all aid, or $75 million to 26,400 recip- 
ients, with $78 million in scholarships going to 25,100 
recipients. 



2. Two other categories of nonrefundable aid are federal in 
soxxrce but are neither considered scholarships nor instru- 
ments of education policy: v^erans benefits and research 
grants administered by the National Institutes of Health V 
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The HEW-HRA proportion of total aid has remained 
roughly the same at 25 percent in 1970-71 and 1974-75, 
although the HEW-HRA. scholarships have increased almost 
three- fold and HEW-HRA loans doubled. In 1970-71 Health 
Professions scholarships (the only HEW-HRA scholarships 
then in existence) to 6,800 students accounted for $6.6 
million, compared with $17 million to 6,300 recipients 
from all three HEW-HRA scholarships. Health Professions 
scholarship aid was reduced to $4.8 million in 1974-75. 
Thus HEW-HRA scholarship growth has taken place only in 
the new service programs that tend to concentrate aid 
on fever recipients. 

While 1970-71 figures separating other sources of loans 
are of questionable validity, it is clear that GSLs have 
increased greatly, reaching a 1974-75 level of $33 million 
to 16,000 recipients. The three-year-old Armed Forces 
Health Professions scholarship program accounted for 
much of the remaining growth, since by 1974-75 such 
scholarships, together with Armed Forces pay, had reached 
a level of $31 million to 4,500 recipients. 



Aid and Expenses. 1970-71 and 1974-75 

Chart 2 presents comparative data on aid and expenses 
for medical students and data on expenses for other health 
professions students. When aid dollars per student enrolled 
are subtracted from total expenses for 1970-71 ($5,529) 
and 1974-75 ($7,252), the difference that must be made up 
by personal earnings or family contributions has increased 
as follows: 1970-71 expenses were comprised of $1,508 in 
tuition and $4,021 in all other expenses. Subtracting total 
aid of $1,712 left an average of $3,817 to be borne by each 
student enrolled. By 1974-75 tuition had risen to $2,092, 
a 39 percent increase over 1970-71, and other expenses to 
$5,160, a 28 percent increase over 1970-71. Subtracting 
effective aid of $2,774^ leaves an average of $4,478 per 
student, an increase of $661, or 17 percent over the 1970- 
71 level. 



3. The actual aid figure of $2,868 must be reduced when 
calculating aid effective in meeting expenses on an average 
dollar per student basis, because the new larger service 
scholarships can be in excess of actual experises--ih this 
case $38 per student enrolled for PHS scholarshipsf and $56 
per student enrolled for Armed Forces activC duty pay. 
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Chart 2 



Tuition and Total Expenses for Average 
Dental, and Osteopathic Students, 1970-71 and 1974-75 
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6.000 
4,000 
2,000 I— 



.$88S0i 



$8150' 



$7252 



$5529 





$6231 

TTTTTTT 



:$i'36(i: 





1970-71 1974-75 
Medical Students 



1970-71 1974-75 
Dental Students 



1970-71 1974-75 
Osteopathic Students 



Total Expenses and Effective Aid for Average 
Medical Students, 1970-71 and 1974-!^ 



DOLLARS 
8,000 

6,000 
4,000 
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$7252 



$5529 
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$2774 



Total Effective Total Effective 

Expenses Aid Expenses Aid*" 

1970-71 1974-75 

a. Estimated. b. Excludes scholarship dollars in excess of expenses. 

SOURCES: Tuition and expense figures for 1970-71 from HEW's How Health Professions Students 
Finance Their Education: for 1974-75 from AAMC, American Association of Dental 
Colleges (AAOC) and American Association of Colleges of Osteopathic Medicine* Aid 
figures from AAMC's 1974-75 national student survey and HEW's How Medical 
Students Finance Their Education. 
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It should be noted that despite the absolute dollar 
increase in the difference between expenses and aid, it 
has decreased as a proportion of total expenses and risen 
more slowly than the Consumer Price Index (CPI) . Thus in 
real terms it has actually fallen. Interestingly, if the 
1974-75 aid figure of $2,470, exclusive of service schol- 
arship dollars and recipients, is used, the difference 
for the remaining students averages $4,782, an increase of 
25 percent over 1970-71, which is closer to the CPI rise 
but still not an increase in real terms. 

Based on proportional increases in tuition, a similar 
pattern of increasing differences between expenses and aid 
can be postulated for dental and osteopathic students. 



Distribution of Aid By Parental Income Class 

Table 3 presents 1974-75 data on total aid dollars per 
medical student enrolled and numbers of recipients, by 
source and parental income class. Due to the large per- 
centage of medical students believed not to be supported 
by their parents, parental income is not an accurate 
measure of need. However, it is relevant in identifying 
those from disadvantaged backgrounds. Students from such 
backgrounds, supported or not, appear to be receiving^more 
than others when all aid sousrces are taken together, but 
less than others for some individual categories, particu- 
larly the federal service scholarships that have shown the 
most growth. Absolute nxambers of both HEW-HRA loans and 
scholarship awards to students from poor and near poor 
backgrounds have decreased from 1971-72 to 1974-75. 

In 1974-75, scholarship dollars from all sources per 
student enrolled with parental income of less than $5,000 
averaged $2,014. For students with parental income of 
$5-10,000, the average was $2,193; and for those^with 
parental income over $25,000, $912, compared with the _ 
all- student average of $1,467. Dollars per student with 
parental income of under $5 , 000 were higher than for any 
other parental income class from Health Professions and 
PSA scholarships, but lower than those for any other parental 
income class from PHS and Armed Forces scholarships. Non- 
HEW scholarship dollars per student were greatest for those 
with parental income of $5-10,000 and second greatest for 
those with parental income of $10-15,000. 
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In 1971-72, 6,554 students from poor or near poor 
backgrounds, roughly 60 percent of all such students, 
received some HEW-HRA scholarship aid. In 1974-75, 2,048 
students from similar backgrounds received HEW-HRA scholar- 
ships, comprising 24 percent of all such students. 

Loan dollars per student with parental income of under 
$5,000 averaged $2,421; and with parental income over $25,000 
the average was $744, compared with the all-student average 
of $1,401. Dollars per student from Health Professions 
loans', GSLs, and NDSLs were higher for students from poor 
backgrounds than for those from any other parental income 
class. Only state loans were higher for students from 
middle-income rather than lower-income classes. When taken 
together, nonfederal loan dollars per student were greatest 
for those with parental income of xmder $5,000. 

In 1971-72, 9,835 students from poor or near poor 
backgrounds, roughly 90 percent of all such students, re- 
ceived Health Professions loans. In 1974-75, 3,914 stu- 
dents from poor or near poor backgrounds, comprising 46 
percent of such students, were receiving the same loans. 
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CHAPTER III 



FUTURE FINANCIAL NEEDS AND THE IMPACT OF THE 
MAJOR LEGISLATIVE PROPOSALS 



While the financial burden placed on health professions 
students and their families appears not to have been exces- 
sive between 1970-71 and 1974-75, this could be substantially 
changed over the next few years. 

Schools report that tuitions will rise, perhaps pre- 
cipitously, by 1978-79. Under the bill passed by the 
House (H.R. 5546) or that proposed by the Administration 
(S 2748) total levels of aid would not keep pace witti 
expenses. Thus, out-of-pocket costs would increase faster 
than students' ability to meet such costs through their 
earnings or family contributions even if that ability rises 
with the CPI. Moreover, distribution of new aid would be 
heavily skewed toward students from middle- and upper- income 
families. Finally, neither bill would address inequities 
in current programs. 

This chapter will project tuition and expenses through 
1978-79 and analyze the future effect of both major legis- 
lative proposals on rising needs in terms of aggregate aid 
levels, distribution by parental income class, and problems 
with existing programs. 



Future Expenses 

Against a backgroxmd of increasing expenses and out- 
of-pocket costs in the past, tuitions will continue to 
rise, according to special surveys of ?f 'i^Jjl ^^^/^^p 
schools conducted at CBO's request by the AAMC and the 
American Association of Dental Colleges (AADC) . O^^er 
student expenses will probably continue to rise with the CPI, 

Projected tuitions and total expenses for medical and 
dental schools are provided in Chart 3. Assuming little 
change in current capitation grant support, the AAMC pre- 
dict! an increase in average tuition of ,aPP5°?;^f J^.g 
50 percent, from $2,092 in 1974-75 to $J,212 m 1978-79. 

(21) 
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Chart 3 

Medical and Dental School Tuition and 
Expenses Projected Under Varying Conditions 
of Federal Capitation Support, 1974-75 to 1978-79 

Average Medical School Expenses 
Projected Under Three Conditions of Federal Support 
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SOURCES: Tuition projections from national surveys of schools conducted by the 

AAMC and the AADC. Nontuition expenses are assumed to rise from current 
levels with the CPL as they have in the past. 
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While neither of the two major legislative proposals 
would reduce capitation substantially, such reductions have 
been actively discussed. In addition, the new legislation 
may include conditions that would prompt schools to refuse 
capitation and raise tuitions instead. If capitation sup- 
port were cut approximately in half from its 1974-75 level 
of $1,600 to $750 per student, the medical schools report 
tuition would increase about 75 percent to $3,601 by 1978- 
79. And if capitation were eliminated, tuition would in- 
crease 100 percent to $4,050. 

The AADC reports that similar increases in average 
tuition are planned by dental schools--from $1,928 in 
1974-75 to $3,069 by 1978-79 if capitation is continued, 
a 59 percent increase, aod to $3,977 by 1978-79 if capita- 
tion is eliminated, a 106 percent increased Other health 
professions schools found it difficult to make precise 
projects, but nearly all of their national organizations 
predicted substantial increases. 

Some believe tuition increases are desirable because 
they force students to assiirae more responsibility for 
their education. Actual medical school costs are approxi- 
mately $12,000 annually per student, with 50 percent now , 
borne by the federal government. However, unless some 
way is found to finance educational costs, students will 
face serious short-term problems. 



1 A total of 48 of the 114 medical schools (30 of the 45 
private schools and 18 of the 69 public schools) responded 
to the AAMC survey, with projections for all three years 
and at all three levels of aid. Although the rate of increase 
predicted by public schools was considerably higher than 
that predicted by private schools , we have used the private 
rate rather than a composite for two reasons : the low 
response rate for public schools and the difficulty m 
predicting tuitions often controlled by state legislatures. 

2. Based on responses from 49 of the 59 dental schools in 
the AADC survey. 
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In addition to rising tuitions, living expenses are 
also increasing. Total medical student expenses, calculated 
by using the CPI to inflate the nonschool share, are pro- 
jected at $9,508 by 1978-79 if capitation continues, and 
as high as $10,346 if capitation is eliminated. They would 
be higher still for private schools, particularly those 
like Georgetown, George V7ashington, Tulane, and Dartmouth, 
which have already raised tuitions to $5,000 or more. 



Projected Impact of Major Legislative Proposals 
on Levels and Distribution of Aid 

Both major legislative proposals would pour additional 
money into student aid, greatly increasing the federal share 
of total assistance. However, aggregate levels would not 
keep pace with increased enrollments or rising expenses. 
Since the new aid would be used primarily to obtain service 
commitments, present concentration on fewer, not necessarily 
needy, recipients would intensify and students from higher- 
income backgrotmds would receive a larger proportion of 
available funds at the expense of lower-income students. 

H.R. 5546, passed by the House in 1975, would require 
students to repay capitation grants received by schools 
with either service or money within a four-year period, 
although the maximum payment would be only $2,000 per year. 
It would greatly increase funding for PHS scholarships, 
with a double payback for failure to serve, but receipt of 
the scholarships would not be linked to school requirements 
or admission priorities. Finally, the House bill would 
maintain funding for Health Professions loans at roughly 
current levels but raise the current 3 percent interest 
rate to 7 -percent. New funds for the other HEW-HRA pro- 
grams would be phased out as already planned. 

S. 2748, proposed by the Administration, would require 
schools to set aside a certain percentage of first-year 
slots for students who agreed to serve in a shortage area, 
adding the incentive of admission priority to a service 
scholarship. It would also increase funding for PHS schol- 
arships, with a double payback penalty for failure to 
serve, and require schools to ensure that 50 percent of all , 
residencies under their control be in primary care 
specialties. All new funds for other HEW-HRA aid programs 
would be phased out as currently planned. 

O 

ERIC 
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Levels of Aid in Legislative Proposals 

Levels of financial aid for health professions students 
channelled through HEW-HRA, including currently budgeted 
loans and scholarships not requiring new authorization, are 
presented in Table 4 for the House and Adminxstratxon bills, 
1975-76 through 1978-79.3 

Under the House bill, medical students would receive 
$35.6 million in 1975-76 in PHS scholarships based on a 
service commitment, $71. 1 million in 1976-77 . $106.7 million 
in 1977-78,, and an estimated $106.7 million in 1978-79. 
Also under the House bill, medical students would receive 
$22.4 million through the Hedlth Professions loan program 
in 1975-76, $23.8 million in 1976-77, $25.5 million in 
1977-78, and an estimated $19 million in 1978-79. 

Under the Administration proposal, medical students 
would receive $22 million in PHS scholarships in 1975-76, 
$34.8 million in 1976-77, $47.5 million in 1977-78, and 
$56.6 million in 1978-79. A reduction in scholarship 
size from the present $10,000 to $7,000 would be phased in 
for new recipients and should be complete after ig/»-/y. 
Also under the Administration proposal, medical students 
would receive $19.1 million through the Health Professions 
loan program in 1975-76, $18.5 million in 1976-77, $15.6 
million in 1977-78, and $10.9 million in 1978-79. 

Impact of Aggregate Aid Levels 

Table 5 summarizes the impact of future aid levels 
on those medical students who do not receive service 
scholarships. It is assumed that all aid dollars not 
channelled through HEW-HRA remain at 1975-75 levels and 
that total aid available in each successxve year is shared 
by a slightly larger number of students because of enroll- 



3 It should be remembered that figures given are for 
authorizations, not appropriations or actual outlays. The 
latter. may run considerably lower. For example, a total 
of $60 million was authorized for Health Professions loans 
during fiscal years 1974 and 1975, but only $36 million 
was appropriated. 
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TABLE 4 

TOTAL AUTHORIZATIONS, CAPITATION, AND STUDENT AID 
UNDER TWO 7>'^0R LEGISLATIVE PROPOSALS, 
1975-76 to 1978-79 



Administration Proposal (S. 2748) 



1975-76 1976-77 1977-78 1978-79 

Total Authorization $309,000,000 $309,000,000 $309,000,000 $309,000,000 
HP Capitation 

Total 126,500,000 123,400,000 120,000,000 118,200,000 
$ Per Student in 

MOD Schools 1,600* 1,500 1,500 1,500 
HP Student Aid 

PHS Scholarships** 32,000,000 36,200,000 51,000,000 61,600,000 

PSA Scholarships*^ 1,500,000 1,000,000 500,000 

HP Scholarships*^ 3,500,000 3,500,000 1,800,000 

HP Loans^ 24,000,000 20,000,000 12,000,000 

M edical Student Aid 

PHS Scholarships** 28,200,000 31,900,000 45,400,000 54,200,000 

PSA Scholarships^ 1,500,000 1,000,000 500,000 

HP Scholarships 1,458,000 1,458,000 729,000 

HP LoansC,d 11,520,000 9,699,000 5,620,000 



House Bill (H.R. 5546) 



Total Authorization 
HP Capitation 
Total 

$ Per Student in 
MOD Schools 

HP Student Aid 

PHS Scholarships 
PSA Scholarships^ 
HP Scholarships^ 
HP Loans 

Medical Student Aid 

PHS Scholarships 
PSA Scholarships^ 
HP ScholarshipsC»d 
HP Loanfi^ 



$515,850,000 $590,700,000 $653,600,000 



208,000,000 215,000,000 214,000,000 



2,100 



40,000,000 
1,500,000 
3,5iOO,000 

30,000,000 



35,600,000 
1,500,000 
1,458,000 

14,549,000 



2,100 



60,000,000 
1,000,000 
3,500,000 

30,000,000 



71,100,000 
1,000,000 
1,458,000 

14,549,000 



2,000 



120,000,000 
500,000 
1,800,000 
30,000,000 



106,700,000 
500,000 
729,000 
14,549,000 



2,000 



120,000,000* 



15,000,000* 



106,700,000* 



7,275,000 



a. Estimated. 

b. Actual funds received by students for each school year will differ because of sotne 
forward funding: for medical students $21.9 million in 1975-76i $34.8 million in 
1976-77J $47.5 million in 1977-78? and $56-6 million in 1978-79. 

c. New authorization not necessary. 

d* Funds available to students will also include 11 percent school share and returns 
to school loan funds of $6.3 million in 1975-76| $7.7 million in 1976-77 i $9.4 million 
in 1977-78> and $10.9 million in 1978-79. This would result in the followln? totals 
for medical students under the Administration bill receiving Health Professions loans i 
$19.1 million in 1975-76| $18.5 million in 1976-77| $15.6 million in 1977-78i and 
$10.9 million in 1978-79. For medical students under the House bill receiving Health 
Professions loansi $22.4 million in 1975-76i $23.8 million in 1976-77| $25*5 million 
in 1977-78: and an estimated $19 million in 1978-79. 
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ment increases. Service scholarship dollars and recipients 
are excluded and the remaining aid dollars are calculated 
for the average nonservice scholarship recipient enrolled 
under the House and Administration bills. 

Dollars per nonservice scholarship recipient in 1975-76 
would be $2,297 under the House bill and $2,164 under the 
Administration bill, both less than the 1974-75 level of 
$2,470 cited in Chapter II. Dollars per nonservice scholar- 
ship recipient would continue at roughly the same level for 

1976- 77 and 1977-78 and fall to $2,048 in 1978-79 under 
the Administration bill. Under the House proposal, compa- 
rable dollars would be $2,446 in 1976-77 and $2,603 in 

1977- 78, but would fall to $2,360 in 1978-79. ^ 

When aid dollars are subtracted from estimated expenses 
per student, the difference, which must be borne by the 
student or his family, rises from $4,782 in 1974-75 to 
$7,460 in 1978-79, a 56 percent increase under the Admin- 
istration bill. Under the House bill the difference rises 
to $7,148, a 49 percent increase. Both increases are 
much greater than the 25 percent rise in comparable figures 
between 1970-71 and 1974-75. 

The additional costs might be made up by increased 
contributions from families. To accomplish this, schools 
could accept a greater proportion of students from weal- 
thier families. Since 50 percent of all medical students 
now come from families with incomes over $20,000, compared 
to 22 percent for the entire population at this income 



4. The legislative proposals are not particularly expan- 
sionary, but increases planned by schools in advance will 
take place. Enrollment for 1975-76 is 55,797. The AAMC 
estimates a net rise of approximately 1,300 students 
annually (previous year's enrollment minus 3 percent at- 
trition plus 3,000 new entries) --57, 123 students in 1976- 
77, 58,409 in 1977-78, and 59,657 in 1978-79. 

5. The drop-off is caused in part by the fact that no 
authorization for 1978-79 is included in the House bill. 
CBO has estimated new money for Health Professions loans 
at half the 1977-78 level, based on past phaseouts with 
similar provisions for aid to prior recipients only. 
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level, this would shift physician distribution even further 
toward those from high income backgrounds. However if 
one assumes students^ and their families' ability to meet 

oo™!;^^?^-^ "^"-^^ no faster than the CPI, and that income 

composition remains unchanged, additional funds will be 

sum--the amount to which a new aid proposal- 
could address itself-would be $466 per medical student who 

71 fa^^'^i''^ scholarship in 1975-76, $706 in 

imt^; M-li^^VS ^""^ ^^'3^3 in 1978-79 under the 

?o ??qS% lo??"^^^ the Administration proposal, it would 
^nH^??^9? •^^?Q?^J^^^^^" 1976-77, $1,266 in 1977-78, 
and $1,625 m 1978-79. Thus additional funds required to 
meet expenses for all medical students who do not receive 
?Q?r?Q scholarships could be as high as $76 million in 
iy/8-/9. Similar and possibly larger requirements can 
be postulated for dental and osteopathic students, so 
that incremental aid required to meet the needs of all MOD 
students might be as high as $109 million under the 
Administration bill by 1978-79. 

Distribu tion of Aid By Parental Income Class 

pe concentration by the Congress on large scholarships 
linked to a service commitment and the reduction in real 
terms of- financial aid for nonservice scholarship recipients 
would affect poorer students more severely because of their 
limited ability to meet additional costs. In addition 
their problems would be exacerbated by anticipated chaAges 
in the distribution of all aid by income class. Table 6 
shows projected distribution of all medical student aid 
uJ^^f based on the assumption that PHS scholarships, 
which have no need criteria, will be distributed evenly 
across parental income class. (While these now tend to 
go to students from middle- and higher-income classes 
the demand from needy students will probably be increased 
by decreases in other aid.) It was also assumed that Health 
Professions loans and the other HEW-HRA scholarships being 
phased out will be distributed across income class in the 
same proportion as they are now and that all other loans 
and scholarships, whose levels are assumed constant, will 
also be distributed as they are now. 

ii^nnn^^^^^ .^^^ Student with parental income of less 
than $5,000 would be lower than in 1974-75 in every year 
under the Administration proposal— $3,774 in 1978-79 com- 
pared with the 1974-75 level of $4,435. The same figure 
would increase slightly to $5,068 in 1978-79 under the 
House bill because it retains need-based Health Professions 
loans. However both proposals would increase dollars per 
student m middle- or upper-income classes. 
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Table 6 also provides evidence of the impact of the 
switch to large, service-based scholarships in terms of 
numbers of HEW-HRA scholarship recipients. Those from poor 
and near poor backgromds would generally decrease while 
those from high- income backgromds would increase markedly, 
continuing the trend already noted for the last four years. 



Continued Problems With Existing Programs 

According to the asstamptions incorporated into the 
preceding figures, problems with those existing federal 
aid programs on which nonservice scholarship recipients 
would continue to depend are left imresolved by the major 
legislative proposals. Both the House and the Adminis- 
tration bills imply by omission a further increase in 
reliance on the GSL program. Primarily because of banks' 
reluctance to increase this form of aid, as cited by the 
American Bankers Association (ABA) as well as HEW sxirveys 
of lenders, the private market is not likely to meet 
futxire MOD student needs without major restructuring of 
the program. While the House bill slows the phaseout of 
Health Professions loans, it does not add sufficient fmds 
to meet rising expenses. 

In addition to the adequacy of futxire aid levels and 
the equity of their distribution, there are other problems 
with forcing nonservice scholarship recipients to rely on 
programs that provide aid much as it has been given in 
the past. Neither GSLs nor Health Professions loans are 
particularly efficient in meeting MOD student needs because 
they do not take advantage of such students' unique 
situation — extremely high educational costs, but a high 
rate of return on training for almost all students in later 
years. Both programs provide subsidies that are mnecessary 
for the vast majority of MOD students, given their high 
lifetime earnings. Chart 4 gives projections of median 
net physician income in 1975, 1980, 1985, 1990, and 1995 
by the number of years since graduation from medical school. 

The Guarantee^ Student Loan Program 

The GSL program was initiated in 1965 to subsidize and 
insxire commercial borrowing. It currently does so for loans 
of up to $2,500 annually but with a cxamulative limit of 
$10,000 for mdergraduate and graduate studies combined. 
Repayment is at 7 percent interest over a maximum of 10 
years. It begins within one year after studies cease and 
may be delayed fxirther only for goverraneat service. 
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Median Net Income, All Physicians, 
By Year Since Graduation, 
1975, 1980, 1985, 1990, and 1995 
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Eighty-five percent of GSL bor:. owers have their 
interest paid during school and the grace period by the 
federal government. The program pays up to an additional 
3 percent in special allowance interest subsidies on be- 
half of all borrowers to induce bankers to make the loans. 
Most recently the special allowance has been 2.25 percent. 

Unlike other programs where access to capital is 
determined by fmding levels, GSL depends on nonfederal 
lenders (banks , schools , credit unions). In some cases, 
intermediary guarantors (states and nonprofit agencies) 
superimpose their own borrowing limits. 

There are a ntamber of problems with GSLs that would 
only be exacerbated with increased dependence on the pro- 
gram by MOD students, including availability and size of - 
loans, the ctamulative limit of $10,000, the expense of 
subsidies in light of questionable need, and the diffi- 
culties posed to students by the 10-year repayment period. 

For two reasons there may not be a significant increase 
in the size of loans even if federal limits were raised. 
First, state agencies (there are 22), or statewide pri- 
vate nonprofit agencies (there are five) are encouraged 
to insure GSLs instead of the federal government. Fifteen 
of the state agencies lower the federal ceiling, most of 
those to $1,500, as do two of the private nonprofit 
agencies. Second, banks place a ceiling on the portion 
of their lending portfolios allocated for GSLs, which is 
then distributed among a large ntmiber of students, usually 
by rationing the amount an individual can borrow. In 
1974-75 the average GSL to medical students was $2,056, 
compared with the federal ceiling of $2,500, but with 
considerable variation in size of loan. 

Reports of lack of availability are supported by the 
fact that numbers of recipients have not kept pace with 
total enrollment in institutions of higher education. At 
times, medical students may have difficulties simply be- 
cause of uncoordinated information — students or financial 
aid offices must contact many sources before obtaining a 
loan. Lack of availability may be mitigated where the 
school has committed itself to be the lender of last resort. 
But major problems exist with banks, which provide about 
75 percent of all GSLs . 
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According to a 1975 report by the ABA, members are 
reluctant to make GSLs because of low interest rates. At 
the most recent subsidy of 2,25 percent, income to banks 
is limited to 9.25 percent rather than the prevailing 
market rate of over 11 percent for personal loans. The 
fact that GSLs are guaranteed provides some advantages. 
But the ABA also claims that guarantors of GSLs reftmd 
on the defaults (which are increasing rapidly in number) 
very slowly. Several months is not an musual wait. 
Further, the banks claim that OE is inconsistent in its 
definition of "due diligence" with which defaultors must 
be pursued, and that schools don't notify them when stu- 
dents move or graduate. A third major complaint of the 
ABA is that the federal government continually changes 
its regulations, causing constant administrative headaches. 

In addition to these factors , a second survey of banks 
released in 1975 by OE cites lower income in general and 
long repajnment periods as further complaints about GSLs. 
That study found that, without changes in the program, only 
29 percent of lenders plan to increase their GSL volume, 
most of them smaller banks. Again, the needs of even more 
MOD students are unlikely to be met by relying on an ap- 
parently unresponsive private market. 

Students are more likely to reach the $10,000 cumulative 
limit when the school itself is the lender and size of 
loans is not subject to bank limitations. It should be 
noted that the Administration has introduced education 
legislation which would increase the cumulative GSL limit 
to $25,000 but leave annual limits unchanged. 

Current subsidies, which would increase proportionately 
with borrowing, are expensive. GSLs remain attractive in 
that they use the private market and do not involve as 
large immediate expenditures as direct federal loans. How- 
ever, over the life of the loan, each $1,000 borrowed will 
entail about $450 in both kinds of interest subsidies paid 
by the federal government. Moreover, such subsidies may 
not be needed for MOD students, most of whom could fully 
afford to repay all educational costs, including full 
interest, if they had some way of deferring the pajment^ 

Though not now a major complaint, the 10 -year repayment 
period, particularly under the terms most banksj r 
(equal or decreasing annual payments) could be a problem 
for MOD students with the larger loans they will need. 
Annual payments will be increasingly difficult to meet 
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early in the new graduate's career. In turn, this situation 
could work against distributional objectives by pushing 
students toward more lucrative specialty practices in 
wealthy areas. 

The Health Professions Loans Program 

The Health Professions loan program, the original 
financing device for health manpower education policy, was 
enacted in 1963 and first funded in 1965. Administered 
through school loan fmds, it now provides loans of up to 
$3,500 to health professions students in "need," although 
the average grant was $1,515 in 1974-75. Recipients pay 
no interest during school or during advanced training or 
government service. Repayment is delayed for the same 
period; loans are then repaid over a period of 10 years 
at 3 percent interest. 

Funding levels in the House bill alone would not be 
sufficient to meet increased expenses. In addition, schools' 
allocation of the money has always been difficult to con- 
trol, resulting in low average grants and less than optimal 
effectiveness in focusing on students from the most needy 
backgrounds. Despite the increase from 3 percent to 7 per- 
cent interest proposed in the House bill. Health Professions 
loans would continue to provide a subsidy by requiring that 
no interest be charged during school and advanced training. 
This foregone interest amounts to $400 on each $1,000 
borrowed. The subsidy may be inequitable because it is 
given to a very limited group, as wellgas inefficient 
because the recipients do not need it.^ 

Finally, while direct loans result in lower federal 
cost than GSLs because subsidies are slightly less and 
repayments offset past outlays, a major disadvantage is 
that they require large and immediate budget outlays. 



6. NDSLs, on which Health Professions loans were modeled 
and which are available to higher education students generally, 
provide similar subsidies but in a much smaller proportion 
to the number of potential beneficiaries. 



CHAPTER IV 



OPTIONS FOR MEETING MOD STUDENTS' FINANCIAL NEEDS 



The previous discussion indicates that aid to MOD 
students provided by a combination of existing programs 
and proposed legislation could involve problems of adequacy, 
efficiency, and equity. The Congress may decide to pro- 
vide ftinds to meet the additional MOD students' financial 
needs. If so, a simply expansion of the methods now being 
proposed to affect dircributional objectives would be the 
least efficient way fjf providing acce£5S to capital for 
large numbers of $itudents. A separate and distinct pro- 
gram of repayable &id to meet students' financial needs 
would be more efficient. If suci:i a program were formu- 
lated togeth^er with other health manpower initiatives, a 
coordinated! policy might be easier to achieve. 

This chapter will describe problems with using the 
same aid mechanism to meet both distributional objectives 
and student needs, develop criteria for a separate pro- 
gram of repayable aid, and evaluate five loan options 
according to the criteria. 



Difficulties in Meeting Distributional Objectives 
and Student Needs Through the Same Program 

Chapter I discussed the reasons for the divergence of 
ways in which health care objectives and students' financial 
needs are met by federal health manpower policy. Those 
reasons strongly support the concept of two separate and 
distinct approaches, one for each kind of objective, rather 
than a single policy that might compromise both goals. 

Subsidies attractive enough to induce service are 
inequitable unless limited to those whose service is ac- 
tually required- -possibly far fewer than those needing 
aid. Large service scholarships are particularly inef- 
ficient as well in dealing with the needs of students 
for access to capital. One key reason is that some total 
awards are in excess of financial needs and thus service 
scholarships help fewer students than could be helped for 
the same amount of money. 

(37) 
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Even if it were determined that the nation required 
as many service-obligated graduates as there were students 
who need aid (for example, the 50 percent of students who 
now receive loans instead of the 15 to 20 percent who would 
receive scholarships under the Administration and House 
bills), there are other disadvantages. First, severe mal- 
distribution may be a short-term problem, and large service 
scholarships may be a short-term policy the federal ^govern- 
ment will wish to discontinue at some point m the future. 
It is hoped that as more graduates are sent to practice xn 
shortage areas, more health professionals will locate in 
such areas of their own accord, because of better support 
services and increased opportunities for professional 
exchange. In addition, if national health insurance were 
enacted, more direct incentives than scholarships might be 
available to affect geographic distribution. Conversely, 
student needs for financing a very costly education are 
not likely to disappear, and options for dealing efficiently 
with those needs may take time to establish. 

Second, service scholarships themselves are extremely 
expensive, and the costs of maintaining as many NHS C mem- 
bers in active practices as there are service-obligated 
graduates must also be considered. A decision to provide 
tuch aid for a large proportion of students enrolled should 
be based clearly on how many obligated graduates are needed 
and how much the Congress is willing to pay for them, 
rather than on mixed objectives. 

It should be noted that the use of a single program 
of large loans instead of scholarships to meet both dis- 
tributional objectives and student needs also poses 
problems. Because loans and loan forgiveness programs 
have been tried and found wanting in their impact on geo- 
graphic location, the distributional objective could be 
seriously undermined. 

Loan Options to Meet MOD Students' Fina ncial Needs 

The following criteria can be used to evaluate repayable 
options for meeting MOD students' financial needs: 

1. Consistent availability of adequate levels of 
aid- -including incentives to increase funds 
if the private market is utilized--and access 
to capital for MOD students of all economic 
levels . i ^- 

53 



39 



2. Minimizing mneeded subsidies and utilizing 
MOD students' ability to asstame costs. 

3. Methods for dealing with repayment problems 
in relation to borrowers' future earnings. 

4. Administrative feasibility and coordination 
with other health manpower policies. 

5. Low long-term and short-term costs to the 
federal government. 

Five major options are presented here. Three would 
involve existing programs: (1) expanding the Health Pro- 
fessions loans program beyond the levels proposed in the 
House bill, with additional funds going only to MOD 
students and retaining the federal govemment^as supplier 
of capital; (2) the same expansion of Health Professions 
loans with an additional change to a completely unsubsi- 
dized program; and (3) attempting to utilize the^GSL 
prograS sZ th^t MOD students' needs are met ^ by the private 
Sarket and within the overall context of all higher educa- 
tion assistance. Two others are new programs: Qi; a ^ 
separate nonsubsidized GSL program for MOD students, which 
would still depend on the private market; and (2) a pro- 
gram of direct MOD loans with income-related repayments 
that could be "on the budget" or operated by a self- 
supporting agency that would raise capital. 

Table 7 provides short- and long-term cost data for 
each of the five options, assuming four years of program 
operation. -f- The cost estimates were made assuming^that 
the loan options meet the additional borrowing i^'-js of 
MOD students not receiving service ?cholarships und^r the 
Administration bill of $41 million m 1975-76, ?66 mi..llion 



1 More detailed information on the various cost components 
provided in Appendix A, which is available on request .^^^^^ 
Long-term net and'^gross cost projections assuming continuous, 
rather than four-year, operation of each option are pro- 
vided in Appendix B, also available on request. 
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in 1976-77, $85 million in 1977-78, and $109 million in 
1978-79. Costs are calculated both with and without 
continued capitation funding to schools. 

The following analyses of each option refer to the 
cost data in Table 7 as well as to the qualitative criteria * 
listed above. 

Expanding Health Professions Loans for MOD Students 

With this option, the loan limit would be raised to 
$2,500 plus tuition, from the current total of $3,500, 
and interest to 7 percent, from the present 3 percent, as 
proposed in the House bill. In addition, the program would 
be expanded to provide the additional funds required to 
meet MODs ' expenses . Its chief drawbacks are its high 
and immediate cost and the perpetuation of subsidies. 

Equitable distribution of funds among MOD students 
might be a problem if present administration through schools, 
which has not been optimally effective in targeting aid 
on needy students, continues unchanged. However, this 
becomes less significant if funding provides adequate 
levels of aid for all MODs. 

The fact that the loans are interest-free during 
school and residency training, without subsequent recovery 
of the foregone income, is an unnecessary federal subsidy 
of MOD students, who need to delay interest but could 
repay it later. 

Repayment problems, admittedly less severe because 
interest is foregone during both school and advanced 
training, would still be exacerbated with larger Health 
Professions loans. The teQ-yeaf r§pa3rment period would 
come early enough in th.e health pro'f<gssional ' s career to 
induce him to choose a. more lucrat:ive specialty or type 
of practice to facilitrate payback. 



2. Some support the elimination of capitation because they 
consider it a form of ^tis^dent assistan/ce that allows schools 
to keep tuitions lower ejian they wouldi be without it. Though 
it has other purposes, ca^ipitation may be a student subsidy 
if meaningful conditions ar^ no^t att^ached to it. CBO has 
therefore also calculated outlays tor each option as sinning 
capitation were eliminated, tuitions raised as predicted 
in Chapter III, and borrowing increased. Although the 
figures reflect immediate elimination, it should be noted 
that it may not be feasible to do so without a phaseout 
period. . 
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Administrative problems would be minimized because 
this option builds on a program already in operation. 
The present location of the Health Professions loan pro- 
gram in HEW-HRA would facilitate coordination with other 
health manpower objectives, such as limiting loans in each 
school to the number of students not needed for a service 
commitment, or conditioning schools' participation in the 
program on acceptance of capitation grant requirements. 

The federal outlays for meeting MOD students' additional 
borrowing requirements over the next four years with Health 
Professions loans would be $347 million, comprised of the 
basic borrowing requirements and the foregone income due to the 
fact that no interest is charged during school and advanced 
training — the latter because the interest-free period is 
an implicit subsidy to students that the^ government pays 
for. Long-term net outlays — when all outstanding loans 
made in four years of operation are repaid — would be 
$20 million, excluding the government's interest cost. 
Assuming that student interest payments will equal govern- 
ment interest costs, long-term net outlays would consist 
only of interest subsidies and defaults or $145 million. 

If capitation were eliminated, saving $335 million 
elsewhere in the legislation, four-year outlays would rise 
to $543 million and the long-term net outlays, excluding 
government interest costs, would be $30 million. If 
long-term net outlays consist only of interest subsidies 
and defaults, they would be $227 million. 

A Nonsubsidized Health Professions Loan Program for MOD 
Students 

This option would be very similar to an expansion of 
the current Health Professions loan program, with the loan 
limit raised to $2,500 plus tuition, and interest raised 
from 3 to 7 percent, as proposed in the Hotxse bill. How- 
ever, compoxinded interest would accrue during school and 
advanced training, to be added to principal when actual 
repayments began. As with the first option, the chief 
drawback would be high immediate costs. 

If the program were administered through the schools, 
as is the case with the present system, distribution of 
loans to students most in need may not be accomplished 
unless sufficient funds to meet the additional financial 
needs are appropriated. 
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The imnecessary interest subsidy resulting from not 
chargifJg interest during schooling and residency training 
would be removed. However, if interest accrues, payback 
problems for students would be exacerbated. 

Administrative feasibility and possibilities for 
coordination with other health manpower objectives should 
be similar with this option to expanding the present 
Health Professions loan program. 

The federal outlays for meeting MOD students' additional 
borrowing requirements over the next four years with non- 
subsidized Health Professions loans would be $347 million, 
as with the first option. However, in the long run, re- 
payments would exceed outlays by $170 million, excluding 
the government's own interest costs. Assuming that 
student interest payments will equal government interest 
costs, then long-term net outlays would consist only of 
$12 million for defaults. 

If capitation grants were eliminated, four-year outlays 
would be $543 million, but in the long run, repayments 
would exceed outlays by $267 million, excluding the govern- 
ment's interest costs. Assuming student interest payments 
equal government interest costs, long-term net outlays 
would be $19 million for defaults. 

Relying on the Existing GSL Program 

Under this option, MOD students would be aided by 
the existing program which insures loans made on the pri- 
vate market and provides federal fimds to pay interest 
during school and to lower it to students thereafter. 
The special allowance interest subsidy would be raised 
administratively from 2.25 to 3 percent. However, serious 
difficulties in meeting future needs of MOD students for 
access to capital would remain. 

Under the GSL program, needy students would probably 
continue to receive funds at least in proportion to their 
niambers. However, the funds available may simply not be 
sufficient for two reasons. First, the Congress and the 
Administration might be reluctant to raise limits high 
enough to meet maximtim student needs which could be $7,000- 
8,000 annually per student. Second, raising loan^ limits 
alone is not likely to provide ^adequate financial assist- 
ance, even if the special allowance is raised, because of 
banks* reluctance to increase loans. Some assurance that 
defaults would be less frequent or "repaid more quickly 
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would be needed. This suggests that a separate and more 
intensive recordkeeping and tracking system for^MOD stu- 
dents be instituted as a method to lower default rates. 
EveS wi?h sue?; cLnges. nonfederal guarantors (states and 
private agencies) may still impose lower loan limits. 

Any interest subsidy to provide incentives to lenders, 
either at the current GSL rate or an increased rate, might 
be u^Lcessa?f in view of MOD students' ability to assume 
costs. Some way of delaying interest payment would be 
needed to eliminate the other unnecessary subsidy of 
pigment of interest while the student is m school The 
prSent GSL program does not provide for compounding of 
accrued interest and banks are therefore reluctant to 
lose income by delaying interest payments. 

Similarly, the existing GSL program is not easily 
adapted to repayment of principal and accrued interest m 
Iny^but the sta^ard way of annual equal or decreasing 
instalments, since banks plan on certain income levels 
Som thlir investments. Nor does it insure the borrower 
against high obligations if his income is low short of 
dlfaSlt or bankruptcy. Larger loans, combined with the 
tin-year repayment period beginning soon after school, 
woSld txacl?bkte payback problems early in a new graduate s 
career? wSen incoL^s loSer. These repayment problems 
might influence students to choose specialties or types 
of practice which are more lucrative rather than those 
where additional manpower is needed. 

Nec-rly all of the changes discussed above would require 
that OE establish special administrative procedures for 
Sod studlntt Treating MOD students differently from all 
o?L?s w??£in the contixt of a general education progr^ 
may not be feasible. Thus, if the existing GSL program 
it^relied upon to meet MOD students' needs, the subsidy 
concept is Sost likely to be retained and higher loan 
uS?s are less likely. In ^addition, coordinatio^^^^ 
other health manpower policies might be difficult because 
of the separation of the GSL program from HEW-HRA, tne 
agency that has primary responsibility for administering 
such policies. 

Assuming payment of interest during school continues 
and the special Allowance interest subsidy is raised to 
3 nerclnt of principal, the incremental federal outlays 
fo? meSing MOD students' additional borrowing require- 
mentrSgh thi existing GSL program over the next four 
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years would be $56 million. The net long-term outlays 
for this option would be $164 million, of which $154 million 
is interest subsidies. 3 (The net federal outlays for GSLs, 
as opposed to direct loan options, rise over time because 
these loans originate from and are repaid to private lend- 
ers . ) 

If capitation grants were eliminated, four-year outlays 
would be $86 million and long-term net outlays would be 
$253 million. 

A Separate Nonsubsidized GSL Program for MOD Students 

A separate, nonsubsidized GSL program for MOD students 
would be modeled after the existing GSL program but ad- 
ministered by HEW-HRA. Loan limits would be much higher — 
possibly $8,000 annually — and most of the factors contri- 
buting to banks' reluctance to increase loan allocations 
could be dealt with. But the use of the private market 
virtually precludes other than conventional payback methods, 
thus leaving a choice between subsidies or heavy burdens on 
borrowers . 

Needy students would probably get a proportional share 
of available funds, as they do now with GSLs. Some of the 
banks' objections to GSLs could be met by setting the 
interest rate at the equivalent of 10 percent now but 
allowing it to vary for individual borrowers over the lifs 
of the loan. (For example, it could be reset periodically 
at 4 points over the most recent short-term Treasury bill 
rate.) This may make large, long-term loans more attractive 
to banks. Likelihood of default » already reportedly low 
for MODS, would be minimized by thfeir separation from other 
students. This separation would facilitate both tracking 
of MOD graduates and the use of the threat of exclusion 
from other federal programs such as medicare and medicaid 
for nonrepayment . 

If students pay all interest during and after school, 
unnecessary subsidies would be eliminated. However, issince 
interest alone on maxxmxnn loans of $8,000 annually could 
come to more than $3,200 by the student's fou;.th year of 
schooling, the program would ha^re to allow for compounding 
so that banks wotjXd he willing to let interest accrue. 



3. None of these projections include the cost of the higher 
subsidy for GSLs currently made to MOD stiidents, exclusive 
of their additiona7i- borrowing requirements , or for GSLs to 
any other students. 
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This separate, nonsubsidized GSL program MODs 

lower than anticipated incomes. 

This option's attractiveness to banks would be somewhat 
offsefb? ?EeVoblems in-lved in -ill anothersri^g°GSL 
forms and procedures. ^Jj^^^Xt it would take strong 

success fully. 

Soma believe payback problems with an ^J^'=|i^ji|^^3"<»' 

GSL are themselves an ^dy»"S^,^" !s ass§m^"hlt l^^e 
toward service scholarships, but this ^5 ^^„„HVrionine 

location of this option in HEW-HEA. 

An unsubsidized MOD GSL would entail only defa^^^^^^ 

The four-year outlays «°5'5;%2fJ|^c'|o^ years would be 

additional borrowing "^^^s in the next 10^ j 

$0 1 million The long-term net outlay ^^^^^J 

Sjiid°Se sS^zTliuoHnd long-term net outlays would be 
$26 million. 
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A Direct MOD Loan Program With Income-Related Repayments 

A direct loan program with income-related repayments 
would represent the greatest departure from current pro- 
grams. This program could be operated directly by HEW-HRA 
or by a self-supporting agency that would raise its own 
capital and make loans to MOD students. The burden of fixed 
annual repayments with conventional loans would be substan- 
tially reduced for borrowers. Thus larger (up to $7,500 
yearly and $30,000 in total), yet completely unsubsidized 
loans to be repaid in 20 years, could be made at interest 
rates at which the federal government borrows. 

Distribution would not be a problem, if sufficient 
funds were available. Even if the program were operated 
privately, both students and institutions could be repre- 
sented in the agency so as to guarantee access to all. 

Initial levels of aid would depend on adequate 
capitalization. Risk of default and, therefore, reduction 
in available capital would be minimized by the separation 
of MODS from other students, facilitating both tracking and 
the use of the threat of exclusion from federally funded pro- 
grams if debts are not paid. Interest rates at which the 
government borrows would ensure adequate returns, sup- 
porting future levels of available aid. 

This option would maximize MOD students' ability to 
bear the costs of their own education, including interest. 

The income-related payback feature would minimize 
borrowers' problems in the following manner: For each 
$1,000 borrowed, the 3tudent would sign an agreement to 
repay, for example, 0.3 percent of his future adjusted 
gross income.^ Repayment would begin after school and 
continue for up to 20 years or until the borrower had re- 
paid a maximum amount — the original loan plus interest and 
an instirance premium charged to all borrowers. The 
insurance premium would cover the portion of their debt 
that borrowers with future low incomes would be forgiven 
if not paid after 20 years. Thus undue burdens on grad- 
uates early in their professional careers would be 
eliminated. This might also encourage graduates to 
establish less lucrative primary care practices in low- 



4, In practice^ terms would be actuarily determined. 
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income areas because they would be relieved of heavy 
financial responsibilities. The insurance against the 
possibility of income too low to meet standard obligations 
should also encourage participation of students with low 
family incomes who might otherwise be reluctant to incur 
large debts. ^ 

The experimental nature of this option could be a 
disadvantage. The income-related feature may be difficult 
to administer. However, administration would be facili- 
tated compared with options that use the private market, 
because large numbers of lenders would not have to be 
dealt with. Operation by HEW-HRA or by a self-supporting 
agency directly involved with schools should facilitate 
coordination with distributional objectives. 

Such coordination is important because a universally 
available loan program with income-related repayments could 
be more attractive than a service scholarship and thereby 
subvert efforts to improve geographic distribution. If ^ 
legislation required schools, as a condition for receiving 
capitation grants, to set aside entry slots for those who 
agree to practice in an underserved area, the incentive 
to accept a service scholarship would be strengthened. 
Participation in the loan program could also be limited 
to those schools that agree to set aside a certain number 
of slots for service scholarships. However, if legisla- 
tion does not require these slots to be set aside, it 
may be important to limit participation in the loan program 
to those schools which have met an assigned service com- 
mitment target. 

The four-year outlays using this option to meet MOD 
students' additional borrowing needs would be $327 million. 
In the long run, repayments would exceed outlays by $315 
million, excluding government interest cost. Asstnning 
student interest payments equal government interest costs, 
there would be no long-term net outlays for this option 
because defaults and interest are included in the terms of 
the loans. 



5. A variant of this option that has been discussed would 
involve an income cutoff below which repayments would simply 
be cancelled, rather than a sliding scale. Although this 
form of low- income insurance would be considerably easier 
to administer, it would probably benefit very few ;"borrowers . 
For the majority, repajnnents could be structured to rise over 
time, but at a toniform rate that would be less advantageous • 
to those with lower incomes. V- 
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If capitation grants were eliminated, four-year 
ij: outlays would be $513 million, and in the long run, repay- 
: ments would exceed outlays by $494 million, excluding 
K government interest costs. Again, assuming student interest 

payments equal government interest costs, there would be 

no long-term net outlays for this option. 

If this option were operated by a self-supporting 
MOD loan agency, costs to the federal budget would be 
i essentially start-up expenses, with or without capitation 
grants. These are estimated to be $5 million over a 
three-year period, to be repaid to the federal government. 
There would be no long-term net outlays. 
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CONCLUSION 



Expenses of «D students will ta^^^^ 

Five options for dealing "i'^'hese problems through 
federally sponsored loan PJ°g??|,^f ^^Ifje" mSd loS 

this paper ^^^.^I^.f^^^^^^^l^is wSiw be most likely 

program with ^ncome-rexateu 1.=^. j efficiency, and 

?o meet "i'^J^ °^ :t?"ttidenf s' paySick 

effectiveness both ^n. dealing witns shortage areas. 

lSo'r't!?lrrS"iSi ?rSg"h^ Sshest Jut this 
^^?!Sn^:SSld^e Last expensive in the ong run. _^ A 

"Pf^f%Sf=rile?irbut severe student payback problems 
rJd°LS^ n"il^fs^5rt- and long te^^^^^^ 

^IfS^l^'exS-prfgraL^rul-d^meet fewer criteria. 
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